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MSMj ;.'AA* i>yM FUa# director cX Central totoliigence 

JKCt i faxa o iiity of Allowance ta/mento to Contrast 

Agents 


r#: HUttJCS t esworaonun fro® -..ifies of the General bo tinsel to 
director of fersonoel, do too 23 iecemfcer 1$>55, 
suoject, urent of Allowance Faymeato to 
independent Contractors (Attached os tab A) 


FFutMM 

tv determine the CXA position with regard to famishing informs-* 
tton to the individuals concerns© and Internal Revenue Service of ths 
toxable income for independent contractor personnel for prior tan 
years including 19&. 

FACTS 


1. as of the current date, chare ara approximately 300 M. 
national Contract Agents operating in approximately 2 VI separate 
project#, fha contract, in ap; roxiaatoly 2>0 of these cases, provides 
for the payneot of allowances, in one fora or another, ran g in g in 
aaouato up to $6,865 par annua. 

2. in the nines of these contract agents, and aost responsible 
Agency c®P^«y*c** the allowances granted in the contracts wore assumed 
to be sinila r in nature to those granted employees. rer referenoe 
memorandum X ton ths General Counsel, this similarity cannot be aseumec. 
however, since most, if not all, contract agents assumed these 
allswaneea to t* tax free (in many cases they have user* specifically 
eo Advised ty varices responsible Agency personnel) , the allow anc es 
have net been reported as taxable income in the individuals tax return 
fer prior years. 


■tiler 


3. in addition to the problem created Vy the additional tan 
liability which would be imposed, there if, f raratos stanch 

a far more eerioos question of gstting th* pm**? In&f51La and 
to these persons under their varying covey oirauma taacei 
mnnar, problems would develop with raspedt to 

iacoae tax returns, since in many cases tie "contract agents HyjjLl have 
filed returns based on their own detorninAtton of income 

received, j ! ; . 
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it. 'the Fiasnce liviaion ae a aorral proeiSure a^vISei' all cdhIracT 
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agents through appropriate Channels of . the amounts of taxable raceme 
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paid tea* fe y the Agwuy, 


^hera ttw Individuals fils their returns 
or as otherwise xwquired, rinanos division 


thr ou g h the 

al«5 certifies tnsa s mounts of taxa ble Ancons to internal te venue 
Service through the 


S* Arrangseeata have been uses wberoty two represents txves fro* 

Aha Sffisa of tee Gene ml ‘-ounsel am proceeding abroac in the mar 
fatam to assist the various field stations with ineom tax problem 
with particular eaphaais on the diffieult eases resulting from security 
considers time . in addition, the legal representative fro* the Far last 
la presently In dashing ton on Til to us briefed for the sane type of 
assistance when he returns to the area, Their effectiveness will be 
Materially increased if the date raise Mens required in this situation 
am mm prior to their departure for the field. 


JiCfeedSBJDa 

X. rer reference, the tax states of allowance palmate to inde- 
pendent contractor types la clear under the internal revenue cede. It 
is also true that the provisions of the internal i-ersnns Code place the 
fu ndam atel responsibility of tvporUsg and paying proper tax on the 
individual concenter. This is a pereenel liability ever waxed the Agency 
has as authority, it is equally true that 1 a tea existing situation east 
persons concerned, in c l u d ing the contract agents as well as responsible 
Staff personnel, believes, centre** to la*, that tea aJ Llowaacsa in 
teMtbw wars tax free. 

f. As pointed eat la refs ranee, the basic pro tie* arises in view 
e£ the legal aetero ef the status of an independent son tractor end the 
faet that the tax froe states of allowances specifically a pplies to 
B»S» Government employees. It is possible that oertsin Individuels 
presently i* the contract agent category, or other 
tractor- type categories, are, in fact, employees of the Agen oy« in 
those cases wham a proper detenaiaatien is wade that the individuals 
should ha considered employees, the tax pro dim autoesUeaJUy solves 
itself* 

3. The Finance Bivieion has advised that if the Agency were to 
decide te certify allowance peynenta to independent eontzeatero for 
1955 as taxable incam, it would be inposaibi » to develop tea infer- 
nation through tea ima divisions, which is aacassary for determination 
of tea proper taxable locoes figures prior te 15 April 1956. Farther, 
the applies tion of this ruling at this taro without aapla no tics and 
e wplam tion, would undoubtedly moult la the roe ignition of « meter 
of eon tract agents, and would create serious operational problem at 
the field station level, the loss of eificxancx and lowering of atomic 
maul ting fro* thin reversal of previous coeaiteente by the Agency to 
met ef tense agents is difficult te estinate, hat is considered aerxoua. 

lu Although C2A has wide latitude and owe® authorities, tears is 
an obligation under the law for the Agency te famish accurate 

ps ;^2i; ’-^p -jv. «sj 

te xn sL aji A 1 A.** eutt i-.y ibS L3 ml 
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information, both to tki individuals eoiMMm4 aas to ktoiwl ftsvenus 
Seanrifl* vten requxreo. la addition, there an the practise! asp nets 
•f ear ralatioaahlp with Internal revenue wham ew the jrotn they 
*«• dens mqrtkuig possible to M*l»t U» A gussy la handling in « 
•tone* fashion *»*!©*• tax natters which have arisen. Sany, at the 
present tins, plana heavy reliance on the principal ltna involved, 
l.a., the Agency* s statement of taxable income paid. 

5. there are three principal alternatives open to CIA* a. the 
Agamy, wherever roquxrec to furnish figures, could for prior and 
fa tana /ear* attempt to develop and certify th a a completely Mwntalf 
in accord with t fan lawj 0 , the Agency eeulc continue ita existing 
practices of not furnishing figures pertaining to amounts paid aa 
allaeaneaa through the tax year of 1955 end then adjust ita practices 
in an ante *iy fashion daring 1956* e. the Agency could attest to 
davelnp and report accurately tie figures for taxable year 1955 on a 
balated basis, and simply not review ary previous atataaenta made. in 
ooahiaatlAa with asy oaa of those approaches, the Agency could authorise 
increases ©f ooopeneatioa to offset the laeraaaed tax imposed vpos the 
iadividaals concerned. 

arnuuD-Lhs 

1* At this tins, to attempt to notify all iadiv iasais concern ed 
of the eerreet tax states of allowances anc ta furnish thaa the proper 
figures mould cause a serious security problem, mould lower wo rule 
considerably and would create an extremely serious administrative burden 
en the area divieioae ae well as the finance ilviaioa and aa to both the 
**r dan would fell on field station* and headquarters. 


3. ditfc fall realisation of the factors on both sides of this 
question, it is believed that, on b a lan ce, the Agency should continue 
its existing practices of not reporting allowances ae taxable ineen s 
for all prior jeers, including 1955. 

lu Pbr 1956 and future years, it is planned that* a. new contracts 
will be written to reflect properly the taxability of additional 
pajaanto far overseas service* b. existing contracts will be encased as 
necessary to clear up any peaaihla amende rs tending or misinterpretation 
in this regard, and where appropriate, to provide additional moons to 
offset the additional tax liability* and e. to provide in oontracte the 
feeein for Gets rains tio a of the dollar value of quartern ehish are 
famished contract agents in kind. 
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It is recommended that the Director of Central Intelligence approve 
oentimmtion of the current Agency praotice of not reporting, either to 
the individuals concerned or tin Internal ae venue Service, nay amounts 
poM to independent oontracto re (include* contract agents) in the uatcre 
of allowaneea, including allowances paid in kind, for all prior tax 
year* including 1955. 


(Sltscf) 


mJBL G. fc'iokEii 
Uoputy Director (Plana) 


CQtfCUi 

25X1A9a 

(SIGNED) 
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Subject to oral co&ments on the legal question j /s/ 


25X1 A9a 


for OGC 


/&/ E. R. Saunders 
Comptroller 

N 

Acting Director el T555355T 


*In view of the fact that this is an 
Administrative matte z> the recommendation 
in the final paragraph above is approved 
without reference to the Director. The 
Office of Personnel will submit a monthly 
report to DD/S as to progress made until 
we are in a position to say we are current. 


* /s / L. K. White 

Deputy director (Support) 25X1 A9a 


Tho recommendation in the final paragraph above 


. /•/ 

L. K. WHITE 
Deputy Director 
(Support) 

27 Jan 56 
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